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re  have  determined  reductions  in  Federal  capital  gains 
Her  that  might  result  from  the  proposed  increase  in  the. 
Phis  memo  pertains  only  to  individual  taxes,  and  is  not 
filing. 

aittee  of  the  Board  of  Supervisors,  at  its  July  6,  1994 
oposed  ordinance  amending  Section  1102  of  the  Real 
roperty  naiu«.i  *~~  ordinance  to  increase  the  tax  rate  from  $2.50  per  $500  to 
i.00  per  $500  of  value  of  property  conveyed  for  transfers,  in  which  the  value  of  the 
roperty  exceeds  $250,000.  This  proposed  ordinance  will  be  considered  by  the  full 
|oard  of  Supervisors  at  its  August  29,  1994  meeting. 

According  to  the  Federal  Internal  Revenue  Service  (IRS),  sellers  of  property 
ly  a  capital  gains  tax  on  the  profits,  or  capital  gain,  from  the  sale  of  property.  The 
ipital  gains  tax  is  equal  to  15  to  28  percent  of  the  capital  gain,  depending  on  the 
icome  tax  bracket  of  the  taxpayer.  If  no  profit  is  realized  on  the  sale  of  the 
roperty,  no  capital  gains  taxes  are  due  to  the  IRS.  The  IRS  does  not  give  refunds  or 
•edits  for  negative  capital  gains.  According  to  the  IRS,  most  individuals  who  pay 
ipital  ffains  taxes  are  in  the  28  percent  tax  bracket,  at  least  the  year  they 
cpel  _  le  capital  gain,  because  the  capital  gain  is  considered  part  of  the 
tpj       Ls       'me  in  determining  their  tax  bracket. 
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TO:  Supervisor  Bierman 

FROM:         Budget  Analyst 


SUBJECT:  Reductions  in  Individual  Capital  Gains  Taxes  Resulting  from  Increases 
in  the  Property  Transfer  Tax 


At  your  request,  we  have  determined  reductions  in  Federal  capital  gains 
taxes  for  the  property  seller  that  might  result  from  the  proposed  increase  in  the 
Property  Transfer  Tax.  This  memo  pertains  only  to  individual  taxes,  and  is  not 
applicable  to  business  tax  filing. 

The  Budget  Committee  of  the  Board  of  Supervisors,  at  its  July  6,  1994 
meeting,  approved  a  proposed  ordinance  amending  Section  1102  of  the  Real 
Property  Transfer  Tax  Ordinance  to  increase  the  tax  rate  from  $2.50  per  $500  to 
$5.00  per  $500  of  value  of  property  conveyed  for  transfers,  in  which  the  value  of  the 
property  exceeds  $250,000.  This  proposed  ordinance  will  be  considered  by  the  full 
Board  of  Supervisors  at  its  August  29,  1994  meeting. 

According  to  the  Federal  Internal  Revenue  Service  (IRS),  sellers  of  property 
pay  a  capital  gains  tax  on  the  profits,  or  capital  gain,  from  the  sale  of  property.  The 
capital  gains  tax  is  equal  to  15  to  28  percent  of  the  capital  gain,  depending  on  the 
income  tax  bracket  of  the  taxpayer.  If  no  profit  is  realized  on  the  sale  of  the 
property,  no  capital  gains  taxes  are  due  to  the  IRS.  The  IRS  does  not  give  refunds  or 
credits  for  negative  capital  gains.  According  to  the  IRS,  most  individuals  who  pay 
capital  gains  taxes  are  in  the  28  percent  tax  bracket,  at  least  the  year  they 
experienced  the  capital  gain,  because  the  capital  gain  is  considered  part  of  the 
taxpayer's  income  in  determining  their  tax  bracket. 


Memo  to  Supervisor  Bierman 
August  29,  1994 


Any  amount  paid  toward  a  Property  Transfer  Tax  would  be  included  as  an 
expense  of  sale  in  determining  the  price  of  the  real  property.  Thus,  the  Property 
Transfer  Tax,  if  paid  by  the  seller,  is  not  included  as  part  of  the  seller's  profit,  and 
would  not  be  included  in  reporting  capital  gains.  For  example,  if  a  seller  receives 
$350,000  for  a  piece  of  real  property,  the  seller  would  pay  a  $1,750  Property 
Transfer  Tax  to  the  City  under  the  current  rates.*  That  $1,750  would  be  deducted 
from  the  $350,000  sales  price  prior  to  reporting  capital  gains.  All  other  costs 
associated  with  the  sale  would  also  be  deducted  from  the  selling  price,  including 
loan  broker  fees,  real  estate  agency  fees,  outstanding  mortgage  amounts,  recording 
fees,  etc.  The  balance  would  be  the  capital  gain.  The  amount  of  the  capital  gains  tax 
would  depend  on  the  amount  of  the  capital  gain  and  the  income  tax  bracket  of  the 
seller.  If  the  capital  gain  was  $0  or  less  than  $0,  no  capital  gains  tax  would  be  paid. 

An  increase  in  the  Property  Transfer  Tax  would  be  offset  by  a  reduction  in 
capital  gains  taxes  of  0  to  28  percent  of  the  Property  Transfer  Tax  increase,  because: 

•  If  the  capital  gain  is  $0  or  less,  then  no  reductions  in  capital  gains  taxes 
would  result  from  deducting  the  Property  Transfer  Tax  from  the  selling  price 
in  calculating  capital  gain;  and 

•  If  the  capital  gain  is  equal  to  at  least  the  amount  of  the  Property  Transfer 
Tax  increase,  then  an  increase  in  the  Property  Transfer  Tax  would  reduce  the 
capital  gain,  and,  as  a  consequence,  capital  gains  taxes  would  be  reduced  by 
15  to  28  percent  of  the  amount  of  the  Property  Transfer  Tax  increase, 
assuming  the  entire  amount  of  the  Property  Transfer  Tax  is  paid  by  the 
seller. 

The  following  chart  shows  an  example  of  how  a  reduction  in  capital  gains  taxes 
would  result  from  an  increase  in  the  Property  Transfer  Tax.  For  the  purpose  of  this 
scenario,  we  assume  that  the  capital  gains  tax  rate  is  28  percent,  and  that  the  sale 
price  for  the  property  is  $350,000. 


Current  Property  Transfer  Taxes  are  equal  to  $5  per  $1,000  of  property  value. 
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Savings  to  Persons 
Paying  the 
Current  Rate     Proposed  Rate         Property 
($2.50  per  $500)($5.00  per  $500)    Transfer  Tax 

Sale  Price  $350,000  $350,000  $0 

Transfer  Tax  (1,750)  (3,500)  1,750 

Other  Costs  to  Offset  Capital  Gains 
(inc.  original  purchase  price, 
improvements,  broker  fees, 


recording  fees,  etc.) 

(100.000) 

(100.000) 

Q 

Capital  Gain 

$248,250 

$246,500 

($1,750) 

Capital  Gains  Tax  at  28% 

69,510 

69,020 

($490) 

In  this  example,  the  net  cost  increase  for  the  increased  Property  Transfer  Tax  is 
equal  to  $1,260,  or  the  amount  of  the  total  increase  in  the  Property  Transfer  Tax 
($1,750)  less  the  decrease  in  capital  gains  tax  ($490).  Therefore,  if  the  seller  receives 
a  profit  from  the  sale  of  the  property  and  the  seller  pays  the  Property  Transfer  Tax, 
the  capital  gains  taxes  are  reduced  as  a  result  of  the  amount  of  the  Property 
Transfer  Tax. 
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Harvey  M.  Rose 
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